This paper analyzes the effects of two policy adjustments, namely exchange rate devaluation and the accumulation of budget surpluses, to the oil export boom in Indonesia . Our results indicate that exchange rate adjustment had a significant impact on expansion of tradable sectors, especially the manufacturing sector, by reversing the real exchange rate . While of maintaining the balanced budget principle , the government exercised delicate operations whereby the budget surpluses were covertly accumulated as government deposits .
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in the appreciation of the real exchange rate.The 'spending effect' refers to this further contraction of tradable sectors due to the appreciation of the real exchange rate. These general equilibrium effects of an export boom are a crucial problem for developing countries because they have to drive the development process through the expansion of these tradable sectors. The government, for its part, has to manage boom revenues in a manner consistent with long-term objectives, i. e., economic growth.
Indonesia enjoyed an oil export boom and the government budget saw an oil bonanza in the form of an oil tax on foreign oil companies. Indonesia's economic achievements during this period are in sharp contrast to other oil exporting countries. Her non-oil export base expanded rapidly, and it is difficult to detect symptoms that the Dutch Disease theory predicts.
In a most comprehensive survey of this subject, Indonesia is deemed remarkable in that it succeeded in not experiencing a contraction of the non-oil tradable sectors (1) . In this sense Indonesia offers a good opportunity to examine the effects of macroeconomic management policy utilized to avoid the Dutch Disease.
The purpose of this paper is to evaluate the impact of two policy adjustments effected by the Indonesian government during the oil export boom by using a simple simulation model. The paper is organized as follows:Section 1 reviews the Dutch Disease and the policy adjustments in a theoretical context; Section 2 discusses the policy adjustments in Indonesia; Section 3 provides our model and simulation results under alternative assumptions regarding the policy adjustments;
and Section 4 presents the major conclusions.
Theoretical Analysis of the Dutch Disease and Policy Adjustments
Before looking into the effects of policy adjustments in Indonesia in the following section, we briefly review the Dutch Disease theory with special reference to monetary issues. A basic assumption of the model is that the booming sector is an 'enclave' of the economy in terms of factor markets as was the case for the oil sector in Indonesia. We assume that both the tradable and non-tradable sector utilize a single specific factor as well as a factor mobile between sectors. Following traditional usage, we refer to the mobile factor as labor and the specific factor as capital (2) . This means that budget deficits are all financed by foreign borrowing and that there is no change in the government net position with respect to the banking sector . No change in the government net position implies that the government budget is always neutral to money supply .
Budget data in Table 1 (14) . Third, the effects of government-led development strategies on each sector through the budget are considered a factor determining sectoral outputs. Table 2 gives the model structure and list of variables used.
[ components (19) and using the budget deficit definition described above, we can get identity (13) which focuses on the relationship between budget domestic deficits and changes in high-powered money:
In because the government has intervened in the market to control the price of rice (the major component of the food crop sector) and the latter are specified in equation (5) as a function of excess liquidity, which is defined to be the excess of real money supply over desired/long-run real money balances, and the domestic prices of tradables. In the transmission mechanism from tradable prices to service prices, a Koyck lag structure is assumed. Identities (18) and (19) are respectively the definitions of non-tradable prices and general price level with given weights. Tables 5 and 6 ,where all figures are expressed in the percentage ratio of the simulated solutions to the base line solutions. Figures 3 and 4 show the real exchange rate and excess liquidity under alternative scenarios.
[Rupiah Devaluation]
As shown in Table 5 , the production of tradable goods, especially those of the manufacturing sector, are found to be higher with devaluation. In the case of non-tradable goods, service sector production is slightly higher and that of the food crop sector is not affected. As a result of these changes in sectoral outputs, non-oil GDP (non-oil income) is higher with devaluation.
It should be noted that in the framework of our model sectoral outputs basically depend on This results in an increase in domestic expenditure which has an expansionary effect on the production of all sectors except the primary commodity sector. This change in government budget also affects money supply.
As expected, government domestic expenditure increases with devaluation, reflecting the higher oil revenues in the budget. The real exchange rate depreciates sufficiently, though partially offset by the rise in non-tradable prices ( dominant effect of higher income. In our simulation, the increase in real money balances outweighs that in money supply, which results in a decrease in excess liquidity in the domestic economy ( Figure 4 ). This change in excess liquidity would work to prevent the rise of service prices, thereby avoiding any erosion of the effect of devaluation on real exchange rates.
Remarkable expansion of the manufacturing sector is brought about by the depreciation of the real exchange rate and increase in government budget expenditure. The primary commodity sector also expands with devaluation, but only slightly. This would reflect the lower responsiveness to price change of this sector due to the relatively long gestation period in terms of production. In the service sector, the expansionary effects of government domestic expenditure and growth in other sectors are dominant relative to the dampening effect of the real exchange rate. The food crop sector is not affected since the real exchange rate and government domestic expenditure work in opposite directions and offset each other.
[Accumulating Budget Surpluses]
Under this scenario, a reduction in government domestic expenditure resulting from the accumulation of budget surpluses should have a negative impact on the production of all sectors except the primary commodity sector. As tradable and food crop prices are exogenous in our model and never change with the accumulation of budget surpluses, the change in service prices Sectoral GDP, consisting of eleven subsectors, are used as data representing sectoral outputs .
To divide eleven subsectors into booming, tradable , and non-tradable sectors, we used import share (imports/total supply) and export share (exports/total production) . Appendix Tables 1 and 2 provide these results. As for the 'quarterlization' of annual GDP data, some proxies presented in Appendix (14) To divide the non-oil economy into tradable and non-tradable sectors, we used import share (imports/total supply) and export share (exports/total production). See Statistical Appendix, Appendix Tables 1 and 2. (15) Strictly speaking, the determination of government oil revenues are more complicate. We have to consider the allocation of oil exports by company and different types of contract. Identity (10) is a rough approximation of oil revenues.
(16) For inefficiency in the tax collection system see Nasution, A.(1982) . (17) Regarding decomposition of the government budget into domestic and foreign factors, see
Statistical Appendix.
(18) We assume that the money multiplier is exogenous, since high-powered money growth has been the prime determinant of the growth in money supply while the money multiplier has been relatively unimportant. See, for example, Nasution, A.(1982) .
(19) The change in net foreign assets is assumed to be:ƒ¢NFA•¬ƒ¢NFAG+ƒ¢NFAP+ƒ¢Others (20) Indonesia's agricultural policy has been criticized for lack of balance, i. e., heavy emphasis on rice production while neglecting export crops which is a major component of the primary commodity sector in our model. See, for example, Glassburner, B.(1985) .
(21) In our estimation, we used two definitions of money, Ml and M2, and two estimation methods, ordinary least squares (OLS) and two-stage least squares (TSLS). Table 3 gives the results of the best performing model, where M2 and OLS are utilized. (24) All the econometric model, including ours, cannot escape from 'Lucas' Critique', which casts a shadow over the stability of parameters for alternative scenarios. If not only the money demand function but also other structural equations may be subject to 'expectation', the stability of the estimated parameters is not assured across alternative policies. In this paper, we assume the impacts of 'expectation' is minimal for the Indonesian economy, as pointed by Blanchard, O. J.,(1984) for the US economy. However, whether this is really the case remains to be a future subject.
